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Newsletter

Ready steady
VAT

First quarter

1 January 2010 heralds the restoration

of 17.5% as the standard rate of VAT, the
effect of which is covered on the back cover
of this newsletter. It is also the start date for
the package of cross border VAT changes
announced initially at Budget 2009 and now
in Finance Act 2009,

For any business involved in providing or
purchasing international services, a review
of the impact of these changes on their VAT
accounting is essential. The key areas of
change Include:

¢ the place of supply of services rules
* the time of supply of services rules

= the reporting requirements and deadlines
for EC sales lists

' * VAT refund procedures where VAT is paid
In another EU member state.

Second quarter

For VAT accounting periods commencing

1 April 2010, returns will have to be filed
online where annual turnover (exclusive

of VAT) exceeds £100,000. Electronic
payment will also be required. The online
filing requirerment will also apply to all newly
registered businesses from that date.

This is subject to HMRC's own caveat that
‘all necessary regulations are passed' in
time. All affected businesses should receive
correspondence advising of the changes

| early in 2010.

WINTER 2009

Take care in planning to avoid the

50% rate

It is now well known that an additional rate of

tax of 50% is to be introduced from 6 April 2010
for individuals whose taxable income exceeds
£150,000. Individuals affected by this will no doubt
be looking for ways to reduce their tax llability.

One route which will certainly be examined will be
to try to establish that a transaction falls within the
capital gains tax (CGT) rules and is therefore taxable
at only 18%. The gap of 32% is a very tempting one
to consider but be aware that HMRC have a strong
incentive to move the other way and may seek to
turn 18% into 50%.

Where share transactions take place, there is some
complex anti-avoidance legislation that can turn a
capital gain into an income tax charge which has
been in place for many years. This can apply where
HMRC can show that the arrangements were not
done for commercial reasons and were done for the
purpose of avoiding tax. For example, a higher rate
tax individual who owns two companies A and B
sells some of the shares in company A to company
B for cash. This may trigger the rules because all
that is effectively happening is that cash is being
extracted from company B's distributable profits to
the shareholder and so what appears to be a capital
gains tax transaction is, in substance, a dividend.

Land transactions can also be an area of
contention. Suppose instead of buying land in their
own name an individual uses a company to buy the
land and develop the site. Then instead of selling the
development in the company, they sell the shares

in the company (the purchaser may also find this
attractive for stamp duty land tax purposes). They
think they have made a capital gain on the shares
but HMRC have legislation which they can use to

argue that this should be treated as an income tax
liability because if the land had been sold, there
would have been a revenue profit.

Where a land transaction is carried out directly by
an individual, that individual may want to argue that
it is a capital transaction. However, the definition of
a trade for income tax purposes includes what is
known as ‘an adventure in the nature of trade' and
there is a substantial body of case law which has
established the characteristics of such an adventure
which may lead to an income tax charge.

If you are planning significant one-off transactions

you need to take advice before you start to ensure
that these potential
problem areas can
be avoided, so

do contact us.




The government he

3 concluded that the best w

to address the issue of faise self-employment in the construction industry

for income tax (IT) and national insurance (NI) purposes is to introduce legislation which deems workers within the construction
industry to be in receipt of employment income unless one of three simple, clear and easy to apply criteria is met.

HMRC state:

‘Where both the worker and the engager decide
that self-employed status is the desired outcome,
then it is very challenging for HMRC to build a

full and accurate picture of the true terms of the
engagement. As a result, demonstrating any
mismatch between the contract and the reality
can be difficult and time-consuming. Cr, if there
is no written contract in place, establishing the
actual terms of the engagement can also be
prablematic.’

The government believes that the following three
criteria are reliable indicators, within the context
of the construction industry, of a worker being in
receipt of self-employment income:

* Provision of plant and equipment - that a
person provides the plant and equipment
reguired for the job they have been engaged
to carry out. This will exclude the tools of
the trade which it Is normal and traditional
in the industry for individuals to provide for
themselves to do their job;

* Provision of all materials - that a person
provides all materials required to complete a
job; or

* Provision of other workers - that a person
provides other workers to carry out operations
under the contract and is responsible for
paying them.

A worker will have to meet one or more of these
three criteria in order not to be deemed to be in
receipt of employment income.

If the worker is deemed to be in receipt of
employment income, PAYE will be due on the
payment he receives. The person who makes the
payment to the worker will have the obligation to
apply the statutory criteria.

However, it is intended that the introduction of
the test should not have an adverse impact on
those genuinely carrying on a business and the
test has been formulated to achieve this. The
government recognises that a flexible labour
supply is important to the industry and that
self-employed workers who are carrying on a
business make an important contribution to this.

This measure will only deem a worker to be in
receipt of employment income for the purposes
of income tax and NI and will not confer
employment law rights on a worker. However,
the government hopes that the tax changes will
also engender a more appropriate treatment

of workers throughout the industry, leading to

a culture of responsible employers applying
employment rights and providing training
opportunities.

Where the person in receipt of the worker's
services and the payer are the same, or the
payer is an employment agency, PAYE and NI
will be due on the full amount of the payment.
Where the payer is an intermediary, the definition
of payment in the Managed Service Company
legislation may be adopted.

These are proposals at the moment and we will
keep you informed of developments but in the
meantime please contact

us if you need further

information.

Giving you EXTRA. ... But the offers are limited

Vehicle scrappage allowance

The original scheme which pledged £300 million
has recently received a welcome boost of a further
£100 million funding. In announcing the decision
Business Secretary Lord Mandelson said:

“The automotive sector has been strongly affected
by the recession, but the scrappage scheme

has delivered a boost to manufacturers and the
supply chain. We have listened to the concerns of
manufacturers and are increasing the funding of
the scheme to £400 million.

“But we must make sure that the help we do offer
is targeted, limited and proportionate. This is not
a blank cheque to the auto manufacturers but
recognition there is still a short term challenge to
boost demand and confidence in the sector.”

Alongside the increased funding, the government
scheme which offers a £2,000 discount on a

new vehicle purchase, funded partly from the
government and partly by motor manufacturers

is to be extended so that van owners with
vehicles over 8 years old (so registered on or after
28 February 2002) rather than the current 10 year
requirement can benefit,

Car owners will also get a boost, with the age
qualification changed by 6 months to extend
the benefits to cars registered on or before
29 February 2000 (V registration).

The scheme is still to end on 28 February 2010 or
earlier if the funding runs out so act now.

Temporary first year allowance

Many businesses already obtain 100% relief on
plant and machinery expenditure but there are
situations when the Annual Investment Allowance
of £60,000 per annum either has to be shared
with another business or is simply insufficient for

bigger plant intensive operations. In recognition of
this and to encourage investment in the current
economic climate, an extra capital allowance is
available on a temporary basis.

The additional capital allowance is only available
for expenditure incurred on plant and machinery
for a qualifying activity in the 12 month period
commencing 1 April 2009 for companies and

6 April 2009 for individuals and partnerships.

The temporary allowance takes the form of a first
year allowance (FYA) of 40% instead of the normal
20% annual allowance. The FYA will not apply

for expenditure on integral features, cars, long

life assets and assets for leasing. However it is
avallable to all sizes and structures of business so
take advantage before it disappears.



